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Supplemental Testimony of Marylee Diaz Cortez 
Docket No. E-01 345A-03-0437 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Marylee Diaz Cortez. I am a Certified Public Accountant and 

the Chief of Accounting and Rates for the Residential Utility Consumer 

Office located at 11 10 W. Washington, Phoenix, Arizona 85007. 

What is the purpose of your testimony? 

The purpose of my testimony is to address the Plan of Administration the 

parties to the Settlement Agreement have developed for APS's Power 

Supply Adjustor (PSA) mechanism. 

Why was the Plan of Administration developed? 

Decision No. 67744 required that the parties to the Settlement Agreement 

file a document that would reflect the operative terms of the PSA. This 

document was filed with the Commission on June 6,2005. 

Have the parties subsequently revised the Plan of Administration? 

Yes. Pursuant to questions and concerns from the Commissioners the 

parties revised the Plan of Administration to clarify the terms and 

mechanical operation of the PSA as agreed to in the Settlement 

Agreement and modified by the Commission. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does RUCO believe that the revised Plan of Administration clearly defines 

the operational terms of the PSA? 

Yes. The revisions to the Plan of Administration were all made with the 

intent of clarifying the specific operational terms of the PSA. These 

revisions include a glossary of PSA terminology, expanded operational 

explanations, as well as detailed spreadsheets showing the actual 

mathematical calculations of all aspects of the PSA including but not 

limited to: the balancing account, the April I PSA Adjustor, Surcharge 

calculation and amortization, and interest accruals. 

Does RUCO support the revised Plan of Administration? 

Yes. RUCO actively participated in the revisions to the Plan of 

Administration and believes that it accurately reflects the operational 

characteristics of the PSA as agreed to, and as amended by the 

Commission. 

Does this conclude your testimony? 

Yes. 
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APPENDIX I 

Qualifications of Marylee Diaz Cortez 

EDUCATION : 

C E RTI F I CAT1 0 N : 

EXPERIENCE : 

University of Michigan, Dearborn 
B.S.A., Accounting 1989 

Certified Public Accountant - Michigan 
Certified Public Accountant - Arizona 

Audit Manager 
Residential Utility Consumer Office 
Phoenix, Arizona 85007 
July 1994 - Present 

Responsibilities include the audit, review and analysis of public 
utility companies. Prepare written testimony, schedules, financial 
statements and spreadsheet models and analyses. Testify and 
stand cross-examination before Arizona Corporation Commission. 
Advise and work with outside consultants. Work with attorneys to 
achieve a coordination between technical issues and policy and 
legal concerns. Supervise, teach, provide guidance and review the 
work of subordinate accounting staff. 

Senior Rate Analyst 
Residential Utility Consumer Office 
Phoenix, Arizona 85004 
October 1992 - June 1994 

Responsibilities included the audit, review and analysis of public 
utility companies. Prepare written testimony and exhibits. Testify 
and stand cross-examination before Arizona Corporation 
Commission. Extensive use of Lotus 123, spreadsheet modeling 
and financial statement analysis. 

Auditor/Regulatory Analyst 
Larkin & Associates - Certified Public Accountants 
Livonia, Michigan 
August 1989 - October 1992 

Performed on-site audits and regulatory reviews of public utility 
companies including gas, electric, telephone, water and sewer 
throughout the continental United States. Prepared integrated 
proforma financial statements and rate models for some of the 
largest public utilities in the United States. Rate models consisted 



of anywhere from twenty to one hundred fully integrated schedules. 
Analyzed financial statements, accounting detail, and identified and 
developed rate case issues based on this analysis. Prepared 
written testimony, reports, and briefs. Worked closely with outside 
legal counsel to achieve coordination of technical accounting 
issues with policy, procedural and legal concerns. Provided 
technical assistance to legal counsel at hearings and depositions. 
Served in a teaching and supervisory capacity to junior members of 
the firm. 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utility Company 

Potomac Electric Power Co. 

Puget Sound Power & Light Co. 

Northwestern Bell-Minnesota 

Florida Power & Light Co. 

Gulf Power Company 

Consumers Power Company 

Equitable Gas Company 

Gulf Power Company 

Docket No. Client 

Formal Case No. 889 Peoples Counsel 
of District of 
Columbia 

Cause No. U-89-2688-T U.S. Department 
of Defense - Navy 

P-42 1 /El-89-860 

8903 1 9-El 

890324-El 

Case No. U-9372 

R-911966 

89 1 345-El 

Minnesota 
Department 
of Public Service 

Florida Office of 
Public Counsel 

Florida Office of 
Public Counsel 

Michigan Coalition 
Against Unfair 
Utility Practices 

Pennsylvania 
Public Utilities 
Commission 

Florida Office of 
Public Counsel 
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ER881109RJ Jersey Central Power & Light New Jersey 
Department of 
Public Advocate 
Division of Rate 
Counsel 

Green Mountain Power Corp. 5428 Vermont 
Department 
of Public Service 

Systems Energy Resources ER89-678-000 & 
EL90-16-000 

Mississippi Public 
Service 
Commission 

El Paso Electric Company 

Long island Lighting Co. 

91 65 

90-E-I 185 

City of El Paso 

New York 
Consumer 
Protection Board 

Pennsylvania Gas & Water Co. R-911966 Pennsylvania 
Office of 
Con su mer 
Advocate 

Southern States Utilities 

Central Vermont Public Service Co. 

900329-WS Florida Office of 
Public Counsel 

549 1 Vermont 
Department 
of Public Service 

Detroit Edison Company 

Systems Energy Resources 

Case No. U-9499 City of Novi 

FA-89-28-000 Mississippi Public 
Service 
Commission 

Green Mountain Power Corp. 5532 Vermont 
Department 
of Public Service 

United Cities Gas Company 1 76-7 1 7-U Kansas 
Corporation 
Commission 

3 
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General Development Utilities 

Hawaiian Electric Company 

Indiana Gas Company 

Pennsylvania American Water Co. 

Wheeling Power Co. 

91 1030-WS & 
91 1067-WS 

6998 

Cause No. 39353 

R-00922428 

Florida Office of 
Public Counsel 

U.S. Department 
of Defense - Navy 

Indiana Office of 
Consumer 
Counselor 

Case No. 90-243-E-42T West Virginia 
Public Service 
Commission 
Consumer 
Advocate 
Division 

Golden Shores Water Co. 

Consolidated Water Utilities 

Sulphur Springs Valley 
Electric Cooperative 

North Mohave Valley 
Corporation 

Graham County Electric 
Cooperative 

Pennsylvania 
Office of 
Consumer 
Advocate 

Jersey Central Power & Light Co. EM891 10888 

U-I 8 1 5-92-200 

E-I 009-92-1 35 

U-I 575-92-220 

U-2259-92-318 

U-I 749-92-298 

New Jersey 
Department 
of Public Advocate 
Division of Rate 
Counsel 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 
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U-2527-92-303 Residential Utility 
Consumer Office 

Graham County Utilities 

Consolidated Water Utilities E-I 009-93-1 10 Residential Utility 
Consumer Office 

Litchfield Park Service Co. 

Pima Utility Company 

Arizona Public Service Co. 

Paradise Valley Water 

Paradise Valley Water 

Pima Utility Company 

Sadd leB roo ke Develop men t Co . 

Boulders Carefree Sewer Corp. 

Rio Rico Utilities 

Rancho Vistoso Water 

Arizona Public Service Co. 

Citizens Utilities Co. 

Citizens Utilities Co. 

U-1427-93-156 & 
U-1428-93-156 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

U-2199-93-22 1 & 
U-2 1 99-93-222 

U-I 345-94-306 Residential Utility 
Consumer Office 

U-I 303-94-1 82 Residential Utility 
Consumer Office 

U-I 303-94-31 0 & 
U-I 303-94-401 

Res id en t ial Uti I ity 
Consumer Office 

u-2 1 99-94-439 Residential Utility 
Cons u mer Office 

U-2492-94-448 Residential Utility 
Con su mer Office 

U-2361-95-007 Residential Utility 
Consumer Office 

Residential Utility 
Consumer Off ice 

U-2676-95-262 

U-2342-95-334 Residential Utility 
Consumer Off ice 

U-I 345-95-491 Residential Utility 
Consumer Office 

E-I 032-95-473 Residential Utility 
Consumer Office 

E-I 032-95-41 7 et al. Residential Utility 
Consumer Office 
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U-1303-96-283 & 
U-1303-95-493 

Residential Utility 
Consumer Office 

Paradise Valley Water 

Far West Water U-2073-96-531 Residential Utility 
Consumer Office 

Southwest Gas Corporation U-1551-96-596 Residential Utility 
Consumer Off ice 

Arizona Telephone Company T-2063A-97-329 Residential Utility 
Consumer Off ice 

Far West Water Rehearing W-0273A-96-053 I Residential Utility 
Consumer Off ice 

Sadd leB roo ke Utility Com pan y W-02849A-97-0383 Residential Utility 
Consumer Off ice 

Vail Water Company W-O1651A-97-0539 & 
W-01651 B-97-0676 

G-0 1 970A-98-00 1 7 
G-03493A-98-00 1 7 

W-01303A-98-0678 
W-01342A-98-0678 

W-01812A-98-0390 

Residential Utility 
Consumer Off ice 

Black Mountain Gas Company 
Northern States Power Company 

Paradise Valley Water Company 
Mummy Mountain Water Company 

Bermuda Water Company 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Off ice 

Bella Vista Water Company 
Nicksville Water Company 

W-02465A-98-0458 
W -0 1 602A-98-0458 

Residential Utility 
Consumer Office 

Paradise Valley Water Company W-01303A-98-0507 Residential Utility 
Consumer Off ice 

Pima Utility Company SW-02199A-98-0578 Residential Utility 
Consumer Office 

Far West Water & Sewer Company WS-03478A-99-0144 
Interim Rates 

Residential Utility 
Consumer Off ice 

Vail Water Company W-01651 B-99-0355 
Interim Rates 

Residential Utility 
Consumer Off ice 
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Far West Water & Sewer Company WS-03478A-99-0144 Residential Utility 
Consumer Office 

Sun City Water and Sun City West W-0 1 656A-98-0577 & 
SW-02334A-98-0577 

Residential Utility 
Consumer Office 

Southwest Gas Corporation 
ONEOK, Inc. 

G-0 1 55 1 A-99-0 1 1 2 
G-037 1 3A-99-0 1 1 2 

Residential Utility 
Consumer Office 

Table Top Telephone T-02724A-99-0595 Residential Utility 
Consumer Office 

U S West Communications 
Citizens Utilities Company 

T-01051 B-99-0737 
T-01954B-99-0737 

Residential Utility 
Consumer Office 

Citizens Utilities Company E-01 032C-98-0474 Residential Utility 
Consumer Office 

Southwest Gas Corporation G-01551A-00-0309 & 
G-01551A-00-0127 

Residential Utility 
Consumer Off ice 

Southwestern Telephone Company T-01072B-00-0379 Residential Utility 
Consumer Office 

Arizona Water Company W-0 1445A-00-0962 Residential Utility 
Consumer Office 

Litchfield Park Service Company W-O1427A-01-0487 & 
SW-01428A-01-0487 

Residential Utility 
Consumer Office 

Bella Vista Water Co., Inc. W-02465A-01-0776 Residential Utility 
Consumer Office 

Generic Proceedings Concerning 
Electric Restructuring Issues 

E-00000A-02-0051 Residential Utility 
Consumer Office 

Arizona Public Service Company E-01 345A-02-0707 Residential Utility 
Consumer Off ice 

Qwest Corporation RT-00000F-02-027 1 Residential Utility 
Consumer Office 
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Arizona Public Service Company 

Citizens/U niSou rce 

A rizon a-Ame rica n Water Com pan y 

Arizona Public Service Company 

U n i Sou rce 

Arizona Public Service Company 

Qwest Corporation 

Southwest Gas Corporation 

Arizona-American Water Company 

E-01 345A-02-0403 

G-01032A-02-0598 
E-01 032C-00-0751 
E-01 933A-02-09 14 
E-0 I 302C-02-09 1 4 
G-01302C-02-0914 

WS-0 1 303A-02-0867 

E-01 345A-03-0437 

E-04230A-03-0933 

E-0 1 345A-04-0407 

T-01051 B-03-0454 & 
T-00000D-00-0672 

G-01551 A-04-0876 

W-I 303A-05-0280 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Off ice 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 

Residential Utility 
Consumer Office 
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I Power Supply Adjustment Plan €&of Administration 

General Description 

The purpose of the Power Supply Adjustment (“PSA”) is to track changes in Arizona 
Public Service Company’s (“APS” or the “Company”) cost of obtaining power supplies. 
This is done by making an annual adjustment to the cost of fuel and purchased power 
embedded in APS’ base rates. The PSA will apply to all fuel and purchased power costs 
incurred on or after April 1,2005. The main components of the PSA are: 1) a risk 
sharing mechanism whereby APS and its customers share in the costs/savings on a 90% 
customer, 10% APS basis; 2) a bandwidth that limits the amount the PSA Adjustor Rate 
(“Adjustor Rate”) can change over the entire term of the PSA to plus or minus $0.004 per 
kWh; 3) a balancing account, 4) a balancing account surcharge mechanism, separate from 
the Adjustor Rate, to clear the balancing account under circumstances described below; 
and 5) the inclusion of off-system sales. 

The monthly PSA calculations shall be adjusted for the calculated net savings fiom the 
methodology approved in Decision No. 67504 (pg. 50) from the PPL Sundance docket. 
APS will calculate the new fuel cost savings, purchased power savings and incremental 
off-system margin impacts by comparing two sets of projections for its own load fuel and 
purchased power costs and off-system sales margins and using the difference as the net 
savings amounts associated with the Sundance generation units. One set of projections 
would assume APS ownership of the Sundance plant and the other set would assume APS 
did not own the Sundance plant. The PSA will be adjusted to calculate the PSA balance 
as if the Sundance plant was not acquired by APS. Ths  adiustment will no longer be 
made once rates are effective that recover the capital and operating costs of the Sundance 
plant. 

The results of the PSA are applied to customer’s bills through the Adjustor Rate. The 
Adjustor Rate is applicable to APS’ retail electric rate schedules (with the exception of 
Solar-1, Solar-2, SP-1, E-3, E-4, E-36 and Direct Access service) and is adjusted 
annually. It is applied to the customer’s bill as a monthly kilowatt,hour (“kwh”) charge 
that is the same for all customer classes. The Adiustor Rate is initially set at zero as of 
April 1,2005, The Adjustor Rate must remain within a plus or minus $0.004 per kWh 
bandwidth that limits the amount it can increase or decrease in a year. Decision No. 
67744 also limits the Adiustor Rate to $0.004 from the base level ($0.000) over the entire 
term of the PSA. Two examples of applying the two bandwidths are as follows: 

1. Assume that the Adjustor Rate was set at negative $0.002 per 
kWh. The following year, the calculation of the new Adjustor 
Rate would indicate a new rate of positive $0.003 per kWh. 
However, since that rate would constitute a change of $0.005 from 
the prior year’s Adiustor Rate, the new Adiustor Rate would be set 
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at $0.002 per kWh. That new rate would meet the limit of $0.004 
from the base level. 

2. Assume that the Adiustor Rate was set at $0.003 per kwh. The 
following year, the calculation of the new Adjustor Rate would 
indicate a new rate of $0.005 per kWh. Although the annual 
change is less than $0.004, the new rate would constitute a change 
fi-om the base level that is .greater than $0.004. Therefore, the new 
Adjustor Rate would be set at $0.004 per kwh. 

Any recoverable or refundable amounts outside of the bandwidths shall be recorded in a 
balancinp account and shall carry over to the subsequent year or years. The carryover 
amount shall not be subject to ,further sharing. Balancing account amortization 
surcharges are not included in the calculation of the bandwidth limits. 

The Adjustor Rate, which was initially set at zero, will be reset on April 1 2006, and 
thereafter on April 1’‘ of each subsequent year. Balancing account entries are made each 
month starting with April 2005. These entries will effectively reflect the difference 
between 90 percent of incurred fuel and purchased power costs, less the balance of any 
approved Amortization Surcharge, and the sum of costs collected through the base cost of 
fuel and purchased power rate of $0.020743 plus the applicable Adjustor Rate. An 
Aniortization Surcharge may go into effect prior to the April 1 st adjustment to the 
Adjustor Rate if it is approved bv the Arizona Cornoration Commission (“Commission”). 
The Amortization Surchawe is described in greater detail below. The new Adjustor Rate 
will be effective with the first billing cycle in April unless suspended by the &&ma 
-Commission?. It will not be prorated. A P S  will submit a 
publicly available report to the Commission that shows the calculation of the new 
Adjustor Rate on March 1 2006 and thereafter on March 1 st of each subsequent year. 

. .  

Definitions 

Adiustor Rate [or PSA Adjustor Rate, PSA Adiustor, PSA Adjustment, Annual 
Adjustment Factor) - Cents per kWh charge that was initially set at zero and is updated 
annually on April 1”. The purpose of this charge is to adjust the cost of fuel and 
purchased power embedded in AI’S’ base rates to reflect the prior year’s actual fuel and 
purchased power costs. This annual adjustment was approved in Decision No. 67744 and 
is limited to a maximum change of plus or minus 4 mills. 

Amortization Surcharge (or Surcharge, PSA Surcharge) - A cents Der kwh charge that 
can be applied to customer bills after Commission approval to collect, or refund, an 
amount of revenue for the purpose of reducing the PSA Bank Balance. It can be either a 
positive or negative charge. 
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Balancing Account (or PSA Balancing Account) - The PSA Balancing Account is the 
account where the monthly sum of the Company’s post-sharing (over)/under collection is 
posted and also where the interest on the balance in the account is accrued. It is used to 
keep track of the cuinulative total of the monthly postings. 

Bandwidth Cany Forward from Prior Period - An amount that was outside the $0.004 
limit on change in the Adjustor Rate in a particular year that is used in the calculation of 
the Adiustor Rate in the follovc7jn~ year. The Bandwidth C m v  Forward is calculated by 
sulltracting $0.004 fi-om the piior-year comnputed, not the actual, Adjustor Rate per kWh 
and niultiplyina the result by the annual kwh, less any amount approved to be amortized 
through a Surcharge. 

Bank Balance (or Account Balance) - The total amount in the PSA Balancing Account. 

Base Cost of Fuel and Purchased Power - The fuel and purchased power cost embedded 
in the base rates approved by the Commission in the Company’s most recent rate case. 
Currently. it is $0.020743 per kWh. 

Bridge - PPA - AB purchased power agreement that ensures the non-fuel power supply 
costs fi-om the PWEC generation units allowed in rate base by Decision No. 67744 will 
be the same as those costs embedded in base rates. 

. .  m w  - Costs associated with the Independent Spent Fuel 
Storage Installation that will store spent nuclear fuel. 

Mark--to-Market Accounting - Recording the value of qualifying commodity contracts 
to reflect their current market value relative to their &gik&I-amcost. 

Native Load - Native load includes customer load in the APS control area load for which 
the Company has a generation service obligation and Pacifiecorp szupplemental ssales. 

PacifieCorp Supplemental &ales - The Pacifiecorp Supplemental @ales agreement is a 
long, term contract from 1990, which requires APS to offer a certain amount of energy to 
PacifiecOrp each year. It is a component of the set of agreements that led to the sale of 
Cholla Unit 4 to Pacifiecorp and the establishment of the seasonal diversity exchange 
with Pacifiecorp. 

PSA - The Power Supply Adiustment mechanism, which includes the PSA Adjustor 

update the Base Cost of Fuel and Purchased Power each year for fluctuations in the 
Company’s actual cost of fuel and purchased power. 
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1 

Preference Power - Power allocated to APS wholesale customers by federal power 
agencies such as the Western Area Power Administration. 

Surcharge Balance - The total amount of revenue expected to be collected through a 
Commission-approved Amortization Surcharge less the actual revenue received from the 
Surcharge. 

System Book Fuel and Purchased Power Costs - The costs recorded for the fuel and 
purchased power used by APS to serve both Native Load and off-system sales, less the 
costs associated with applicable special contracts, E-36, RCDAC-1, the non-fuel Bridge 
PPA, ISFSI, mark-to-market accounting adjustments, and the savings associated with the 
acquisition of the Sundance plant. 

System Book Off-System Sales Revenue - The revenue recorded from sales made to 
non-Native Load customers, for the purpose of optimizing the APS system, using A P S -  
owned or contracted generation and purchased power, less mark-to-market accounting 
adi ustments. 

Wheeling Costs (FERC Account 565, Transmission of Electricity by Others) - Amounts 
payable to others for the transmission of the Company’s electricitv over transmission 
facilities owned by others. 

Calculations 

The Adjustor Rate shall be calculated as follows: 

Part 1. Monthly Energy Sales and Costs 

1. Enter the monthly PSA Retail Energy Sales (kwh) and monthly Native Load 
Wholesale Energy Sales. Add these two items together to produce the 
monthly Native Load Energy Sales. PSA Retail Energy Sales include the 
calendar month’s retail sales. Currently, Native Load Wholesale Energy Sales 
include traditional sales-for-resale and Pacifiecorp $upplemental &ales. 
The traditional sales-for-resale amount is the portion of load fiom wholesale 
electrical and irrigation district resale customers served by APS, but excluding 
the load served with &reference pEower. 

1 

I 
2. Enter the monthly System Book Fuel and Purchased Power Costs and the 

monthly System Book Off-System Sales Revenue. Then subtract the System 
Book Off-System Sales Revenue fiom the System Book Fuel and Purchased 
Power Costs to produce the monthly Net Native Load Power Supply Cost. 
The a s  3 ?!-t zx System 
Book Fuel and Purchased Power Costs shall be adiusted for the cakulated net 
savings from the niethodology approved in Decision No. 67504 from the PPL 



Appendix 2 
Revised PSA Plan €&=&Administration 

Page 6 of 9Q 

Sundance docket. The monthly System Book Off-System Sales Revenue 
includes only the off-system sales using APS owned or contracted generation 
and purchased power related to optimizing the APS system. The off-system 
sales margin is embedded in the Net Native Load Power Supply Cost. The 
costs associated with the off-system sales are included inthe System Book 
Fuel and Purchased Power Costs. So when the System Book Off-System 
Sales Revenue is subtracted fiom the System Book Fuel and Purchased Power 
Costs the difference between the off-system sales costs and revenue ends up in 
the Net Native Load Power Supply Cost. That difference is the off-system 
sales margin. A list of the items included in the PSA sales and costs described 
above will be included in the PSA reporting schedules filed with the 
Commission each month. 

3. Next, calculate the PSA Retail Power Supply Cost. Divide the PSA Retail 
Energy Sales by the Native Load Energy Sales and then multiply the product 
by the Net Native Load Power Supply Cost. The annual amount of PSA 
Retail Power Supply Cost that can be used to calculate the annual Adjustor 
Rate cannot exceed $776,200,000. Any fuel or purchased power costs above 
that amount will not be recovered from the ratepayers through the PSA. 

4. Directly-assigned power supply costs and related energy sales from applicable 
Special Contract customers, Schedule E-36 customers and customers 
returning to Standard Offer service from competitive generation subject to 
ReturningCustomer Direct Access Charge (“RCDAC”) treatment will be 
deducted prior to the above calculations. 

I 

Part 2. Calculation of the (Over)/Under Collection 

1. The amount recovered by the power supply cost embedded in base rates has to 
be calculated in order to determine the monthly (over)/under collection. To 
calculate the monthly Base Rate Power Supply cost, multiply the PSA Retail 
Energy sales by the base cost of fuel and purchased power of $0.020743 per 
kwh. The revenue collected fi-om an Adiustor Rate is credited to the 
Balancing Account (described below). For example. in April 2006 if there is 
an Adiustor Rate of $0.004 in effect. all of the revenue collected from that 
charge goes into the Balancing Account as a credit to the balance. 

2. The next step is to subtract the monthly Base Rate Power Supply Cost from 
the PSA Retail Power Supply Cost to get the monthly Pre-Sharing 
(Over)/Under Collection amount. 

Part 3. Sharing Incentive 

1. The Post-Sharing (Over)/Under Collection amount is calculated by 
multiplying the Pre-Sharing (Over)/Under Collection by 90%. This 
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calculation is done to implement the 90%/10% sharing incentive. As 
described above APS and its customers share the costs/savings on a 90% 
customer and 10% APS basis. The monthly Post-Sharing (Over)/Under 
Collection amounts are summed for the year and used in the Adjustor Rate 
calculation. 

Part 4. Adjustor Rate Calculation 

1. Sum the calendar year’s monthly Post-Sharing (0ver)AJnder Collection 
amounts. 

2. Sum the calendar year’s Balancing Account Monthly Interest to produce the 
Annual Balancing Account Interest. It iricludes interest from the Balancing 
Account and any outstanding balances froin Conmission-approved 
Amortization Surcharges, if the Surcharge balance was approved to accrue 
interest. This amount is recovered through the PSA and used in the Adjustor 
Rate calculation. The calculation of the Monthly Interest is described in more 
detail below in the Balancing Account section. 

3. Subtract any Conmiission approved Aniortization Surcharge balances. If the 
Coinmission approves an Amortization Surcharge balance it wi 11 be subtracted 
from the total costs used to calculate the April lSt Adjustor Rate. 

&Bring forward the Bandwidth Carry Forward from Prior Period, if any. If the 
Adjustor Rate Bandwidth (described below) allows for just a partial recovery 
of the Total (Credit)/Charge amount then the portion that is not eligible for 
crediting/collection in the current year is carried forward to next year as the 
Bandwidth Carry Forward from Prior Period. The carryover amount is not 
subject to further sharing. 

=Add the Post-Sharing (0ver)AJnder Collection amount, Annual Balancing 
Account Lnterest and the Bandwidth Carry Forward from Prior Period together 
to determine the Total (Credit)/Charge Amount. 

%The Computed Adjustor Rate is calculated by dividing the Total 
Credit/Charge Amount by the Actual Energy Sales (kwh) from the prior 
calendar year. The calculation of the April 1,2006, Adjustor Rate will only 
include data from April through December 2005. The Computed Adjustor 
Rate is then compared to the plus or minus $0.004 per kwh bandwidth. The 
Actual Energy Sales amount will exclude E-3, E-4 and E-36 sales. 

6LThe Adjustor Rate Bandwidth Upper Limit is $0.004 per kWh. The Adjustor 
Rate Bandwidth Lower Limit is $(0.004) per kwh. 
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=If the Computed Adjustor Rate is inside the bandwidth, the Computed 
Adjustor Rate becomes the Applicable Adjustor Rate. It is then applied to the 
customer’s monthly bills for the next 12 months. 

I 

&If the Computed Adjustor Rate is outside the bandwidth, the Applicable 
Adjustor Rate can be no higher than the upper limit of the bandwidth and no 
lower than the lower limit of the bandwidth. 

I 

$1 0. If the Computed Adjustor Rate is outside the bandwidth2 then the 
Bandwidth Carry Forward fi-om Prior Period amount must be calculated. This 
is done by multiplying the Applicable Adjustor Rate by the Actual Energy 
Sales (kwh) for the next 12 months and subtracting the total fiom the Total 
(Credit)/Charge Amount used to calculate the Applicable Adjustor Rate. 

I 

Examples of these calculations are attached as Year 1, Schedules 1 through 3 and Year 2, 
Schedules 1 through 3. The attached schedules include two year’s of schedules and two 
Amortization Surcharge examples. 

Balancing Account and Amortization Surcharge 

The PSA Balancing Account is where the monthly sun1 of the Company’s post-sharing 
(over)/under collection is posted and also where interest on the balance in the account is 
accrued. It is used to track the cumulative total of the monthly postings. A P S  shall 
establish a PSA Balancing Account on April 1,2005. Entries to the Balancing Account 
shall be made each month as follows: 

1. 

I 

2. 

A debit or credit entry equal to the difference between the Post-Sharing 
(Over)/Under Collection and the sum of the amounts recovered by the 
Applicable Adjustor Rate. The Post-Sharing (Over)/Under Collection is 
calculated by taking &amount recovered through the Base Rate Power 
Supply Cost of $0.020743 and subtracting it from the PSA Retail Power 
Supply Cost. The product of that subtraction is then multiplied by 90% to 
reduce the recoverable costs in accordance with the 90%/10% sharing 
incentive. 

---Any Amortization Surcharge 
balance will be shown separately on the monthly reports for the Coinmission 
Staff, and, unless otherwise ordered by the Commission, shall not be 
considered as part of the Balancing Account. 
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Month's End of Month June 1 5th 

Post-Sharing Balancing Amortization Balance for 
/Over)/Under Account Surcharge $1 OOM Threshold 

Month Collection Balance Request (c + d) 
---__i____- 

& $7,000,000 $GO,OOO,OOO i $0 S60.000,OOO 

June $1 0,000,000 $70.000,000 $C60,000,000~ S 10,000,000 

Julv $30,000,000 S 1 00,000,000 SC60.000,000~ $40,000,000 
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3. A monthly debit or credit entry for interest to be applied to the account 
balance based on effective one-year Nominal Treasury Constant Maturities 
rate that is contained in the Federal Reserve Statistical Release, H-15, or its 
successor publication. This includes the Amortization Surcharge balance(s), 
if the Surcharge balance was approved to accrue interest. This is called the 
Monthly Interest and is used above in the Adjustor Rate calculations. The 
interest rate will be adjusted annually on the first business day of the calendar 
year in the same manner as the APS customer deposit rate. 

4. A debit or credit entry for refimds or payments authorized by the Commission. 

An example of the Balancing Account calculation is included as Year 1, Schedule 4 a  
Year 2,  Schedule 4. 

Although the Commny may file a request for an Amortization Surcharge at any time, the 
ComDany is required to make a filing in the following circunistaiices. If the size of the 
Balancing Account, c r e a c h e s  
plus or minus $50 million, the Company has up to forty-five days to either file a request 
for Commission approval of an Amortization Surcharge or an explanation of why such a 
surcharge isn't necessary. In no event shall the Company allow the Balancing Account to 

I reach $100 million prior to seelung recovery or refimd.' Should the Company seek to 
recover or r e b d  an amount from the Balancing Account, the timing and manner of 
recovery, or refund, and whether interest will be allowed to accrue on the Surcharge 
balance,will be addressed at that time. 

Once the Company has filed seeking recovery or refund through an Amortization 
Surcharge, the amount requested in such filing will be excluded fi-om the baIance used to 
deterniine if the $100 million threshold has been reached (see chart below). 

For example, the Company has a balance of $60 million for May and it files an 
Amortization Surcharge request on June ljth for $60 million and the post-sharing under- 

I 
" 9,  . .  . .  

3 I ++ . .  . 
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collection for June is $10 million. The resulting June Balancing Account balance is $70 
million. The balance for the purpose of determining if the Company has met the $1 00 
million threshold for June is $10 million ($70 million balance - $60 million request = $10 
million). Moving to the next month, July has a post-sharing under-collection of $30 
million so the balance for the $100 million threshold calculation is $40 million ($100 
million balance - $60 million request = $40 million). 

The $1 00 million threshold would apply each time the Company makes a filing with the 
Commission to address a Balancing Account balance between $50 and $100 million. 
After the Company makes the filing, if new accumulations in the Balancing Account 
were between $50 and $100 million, the Conipany could make a second, separate fi1h.c 
Subsequently, it is possible that additional filings could be made with the $100 million 
threshold being applied separately to the amount being addressed in each filing. 
Following a proceeding authorizing recovery or refund of a bank balance between $50 
million and $100 million, the balance considered in the proceeding shall be reset to zero 
unless otherwise ordered by the Commission. 

Compliance Reports 

Beginning June 6,2005, the Company shall provide monthly reports to Staffs 
Compliance Section and to the Residential Utility Consumer Office detailing all 
calculations related to the PSA. An APS Officer shall certify under oath that all 
information provided in the reports itemized below is true and accurate to the best of his 
or her information and belief. These monthly reports shall thereafter be due on the first 
day of the third month following the end of the reporting month. 

The publicly available reports will include at a minimum: 

1. The Balancing Account calculations, including all input and outputs. 
2. Total power and fuel costs. 
3. Customer sales in both kWh and dollars by customer class. 
4. The number of customers by customer class. 
5. A detailed listing of all items excluded fkom the PSA calculations. 
6 .  A detailed listing of any adjustments to the adjustor reports. 
7. Total off-system sales revenues. 
8. System losses in MW and MWm.  
9. Monthly maximum retail demand in M W .  
10. Identification of a contact person and phone number fkom the Company for 

questions. 

I 

Beginning June 6,2005, the Company shall provide to Commission Staff monthly reports 
containing the information listed below. These reports shall thereafter be due on the first 
day of the third month following the end of the reporting month. All of these additional 
reports will be filed confidentially. 
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The information for each generating unit shall include the following items: 

} 1. The net generation, in MWEQ per month, and twelve months cumulatively. 
2. The average heat rate, both monthly and twelve-month average. 
3. The equivalent forced-outage rate, both monthly and twelve-month average. 
4. The outage information for each month including, but not limited to, event type, 

start date and time, end date and time, and a description. 
5. Total fuel costs per month. 
6 .  The fuel cost per kWh per month. 

The information on power purchases shall include the following items per seller: 

I 1. The quantity purchased in hlW33h. 
2. The demand purchased in MW to the extent specified in the contract. 
3. The total cost for demand to the extent specified in the contract. 
4. The total cost of energy. 

Information on economy interchange purchases may be aggregated. These reports shall 
also include an itemization of off-system sales margins per buyer. Further detail on off- 
system sales margin will be provided to the Commission Staff on a confidential basis for 
review. 

Fuel purchase information shall include: 

1. Natural gas interstate pipeline costs, itemized by pipeline and by individual cost 
components, such as reservation charge, usage, surcharges and fuel. 

2. Natural gas commodity costs, categorized by short term purchases (one month or 
less) and longer term purchases, including price per therm, total cost, supply 
basin, and volume by contract. 

By June 6,2005, the Company shall provide the information itemized above relating to 
the base cost of fuel and purchased power adopted for the test year settlement revenue 
requirement. 

I Workgapers and other documents that contain proprietary or confidential information 
will be filed with the Commission Staff under an appropriate confidentiality agreement. 
APS will keep fuel and purchased power invoices and contracts available for 
Commission review. All of the information is available during the year, upon 
Commission request. The Commission has the right to review the prudence of fuel and 
power purchases and any calculations associated with the PSA at any time. Any costs 
flowed through the PSA are subject to refund, if those costs are found to be imprudently 
incurred. 
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Allowable Costs 

The allowable PSA costs include fuel and purchased power costs incurred 
to provide service to retail customers. Additionally, the prudent direct costs of contracts 
used for hedging system fuel and purchased power will be recovered under the PSA. The 
Base Rate Power Supply Cost will be the allowable -p ower supply costs 
from the test year used to determine retail electric rates. The allowable cost components 
presently include the following Federal Energy Regulatory Commission (“FERC”) 

[ accounts’: 

1. 501 Fuel (Steam) 
2. 518 Fuel (Nuclear) less ISFSI regulatory amortization 
3. 547 Fuel (Other Production) 
4. 555 Purchased Power less non-fuel Bridge PPA costs 
5. 565 Wheeling (Transmission of Electricity by Others) 

These accounts are subject to change if the Federal Energy ReguIatory Commission alters 
its accounting requirements or definitions. 

Directly Assinnable Power Supply Costs Excluded 

Decision No. 66567 provides APS the ability to recover reasonable and prudent costs 
associated with customers who have left APS Standard Offer service, including Special 
Contract rates, for a competitive generation supplier and then retum to Standard Offer 
service. For administrative purposes, customers who were Direct Access customers since 
origination of service and request Standard Offer service would be considered to be 
returning customers. In such cases, a direct assignment or special adjustment may be 
applied that recognizes the cost differential between the power purchases needed to 
accommodate the Returning Customer and the power supply cost component of the 
otherwise applicable Standard Offer service rate. This process is described in the 
Returning Customer Direct Access Charge rate schedule and Plan for Administration 
filed with the Commission. 

In addition, if APS purchases power under specific terms on behalf of a Standard Offer 
Special Contract customer, the costs of that power may be directly assigned. In both 
cases, where specific power supply costs are identified and directly assigned to a large 
Returning Customer or Standard Offer Special Contract customer or group of customers, 
these costs will be excluded from the Adjustor Rate calculations. Schedule E-36 
customers are directly assigned power supply costs based on the APS system incremental 

. .  1~ . .  . 
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cost at the time the customer is consuming power from the APS system so their power 
supply costs are excluded from the PSA. 
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ARIZONA PUBLIC SERVICE COMPANY 
Year 1, Schedule 2 

Example PSA Calculation Methodology 
Annual Balancing Account Interest 

Revised PSA Plan of Administration 
Attachment Page 2 of 8 

Balancing 
Account 

Line Monthly 
interest 

1 January 
2 February 
3 March 
4 April 
5 May 
6 June 
7 July 
8 August 
9 September 
10 October 
11 November 
12 December 

8,061 
14,346 
38,545 
86,371 

134,594 
159,803 
162,332 
140,224 

13 Total $ 744,276 I 

Move Forward to Schedule 3, Line 21 $ 744,276 I 



Line 
NO. 

1 

2 

- 3 

3 

5 

- 6 
- 7 

- 8 

- 8.1 
- 8.2 

- 

- 9 

- 10 

- I 1  

- 12 
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ARIZONA PUBLIC SERVICE COMPANY 
Year 1. Schedule 3 

Example PSA Calculation Methodology 
PSA Adjustor Rate Calculation 

PSA Adiustor Rate Calculation 
Post-Sharing (Over)/Under Collection Amount (From Sch. 1) $ 62,656,897 

Annual Balancing Account Interest (From Sch. 2) $ 744,276 

Less: Approved Amortization Surcharqe Balance (Nov. 1.2005) ' $ 60,000,000 

Bandwidth Carry Forward from Prior Period $ 

Total (Credit)/Charge Amount (Line 1 + Line 2 - Line 3 +Line 4) 

Total (Credit)lCharge Amount $ 3,401,173 
Actual Energy Sales without E-3, E-4 and E-36 (kWh) 21,132,204,000 

Computed Adjustor Rate per kWh {Line 6 I Line 7) $ 0.000161 

Current Adjustor Rate per kWh $ 
Diff. between Current Adj. Rate and Computed Adj. Rate (line 8.1 - line 8) $ 0.000161 

$ 3,401,173 

Adiustor Rate Bandwidth 
Adjustor Rate Bandwidth Upper Limit 

Adjustor Rate Bandwidth Lower Limit 

Applicable Adjustor Rate per kWh for April 1, 2006 (EXAMPLE) 

$ 0.004000 

$ (0.004000) 

$ 0.000161 

Total (Credit)/Charge Carried Forward Due to Adjustor Rate Bandwidth $ 

' This hvpothetical example assumes the Commission approval of a $60 Million Amortization Surcharge reauest that was made in 
September after the Balancinq Account exceeded $50 Million. The reauested Amortization Surcharge of .002697 is effective on 
November 1, 2005. and exDires on October 31. 2006, or when 360 million is received throuqh the Surcharge. 



0 .  c o  32 

6 



4' ' -- 
,u i b 

I ell I """""b9e"e"e" 

I -  ufz  I e9e"e""""#ee" 

I -  'Q I "e"ee3"#et4"e" 

w 
CD m 
P 
rn .- s 
c 
0 
U 
a, 

0, U 
W a 

E 

- - .- 
3 

1 
E 

x 
2 
8 
0 
m 
.- 
.d 



Revised PSA Plan of Administration 
Attachment Page 6 of 8 

ARIZONA PUBLIC SERVICE COMPANY 
Year 2, Schedule 2 

Example PSA Calculation Methodology 
Annual Balancing Account Interest 

I I 
Balancing 
Account 

Line Monthly 
No. Month Interest 

(Schedule 4, Line 21) 

1 January $ 122,424 

3 March $ 117,145 
4 April $ 114,644 
5 May $ 126,072 
6 June $ 135,397 
7 July $ 166,571 
8 August $ 226,568 
9 September $ 286,837 
10 October $ 314,930 
11 November $ 316,931 
12 December $ 304,092 

13 Total $ 2,351,251 

2 February $ 11 9,640 

Move Forward to Schedule 3, Line 2) $ 2,351,251 I 
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ARIZONA PUBLIC SERVICE COMPANY 
Year 2, Schedule 3 

Example PSA Calculation Methodology 
PSA Adjustor Rate Calculation 

Line 
No. PSA Adiustor Rate Calculation 

1 Post-Sharing (Over)/Under Collection Amount (From Sch. 1) $ 159,303,168 

2 Annual Balancing Account Interest (From Sch. 2) $ 2,351,251 

3 Less: Approved Amortization Surcharge Balance (September 1,2006)' $ 100,000,000 

4 Bandwidth Carry Forward from Prior Period $ 

5 

6 Total (Credit)/Charge Amount $ 61,654,419 
7 28,380,949,000 

8 Computed Adjustor Rate per kWh (Line 6 I Line 7) $ 0.002172 

Total (Credit)/Charge Amount (Line 1 + Line 2 - Line 3 +Line 4) $ 61,654,419 

Actual Energy Sales without E-3, E-4 and E-36 (kWh) 

8.1 Current Adjustor Rate per kWh $ 0.000161 
8.2 Diff. between Current Adj. Rate and Computed Adj. Rate (line 8.1 - line 8) $ 0.00201 1 

Adiustor Rate Bandwidth 
9 Adjustor Rate Bandwidth Upper Limit 

10 Adjustor Rate Bandwidth Lower Limit 

11 Applicable Adjustor Rate per kWh for April 1, 2007 (EXAMPLE) 

$ 0.004000 

$ (0.004000) 

$ 0.002172 

12 Total (Credit)/Charge Carried Forward Due to Adjustor Rate Bandw'dth s 

' This hypothetical example assumes the Commission approval of a $1 00 million Amortization Surcharge request that was made in July 
2006 after the Balancing Account again exceeded $50 million. The requested Amortization Surcharge of $0.003357 is effective on 
September 1,2006, and expires on August 31,2007, or when $1 00 million is received through the Surcharge. 




